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KEY ECONOMIC INDICATORS: HONG KONG 


Values in millions US$ Exchange rate as of Jan.- 

unless otherwise stated June 1976: US$1.00=HKS4. 956 
1975: US$1.00=HK$4.829 
1974: US$1.00=HK$5.068 


A B Cc D 
Jan-June % Change C 
1974 1975 1976 over first 
half B 
INCOME, PRODUCTION, EMPLOYMENT 
GDP @ Current Prices ($ Bil) 6.84 
GDP @ Constant (1966) Prices ($ Bil) 3.83 
Per Capita GDP, Current Prices ($) 1,610 
Production (Exports) Major Items 
Textile and made-ups 548. 
Clothing L737 < 
Plastics: Toys and dolis 268. 
Flowers 68. 
Electronics: Transistor radios 260. 
Components 274. 
Registered industrial employment ('000) 589 
Registered industrial vacancies ('000) 6 
Average daily industrial wage index 
(1973=100) 102 
Tourist arrivals, civilian ('000) 1,296 
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MONEY AND PRICES 
Money supply ($ Bil) 1/ < 2s 
Public debt outstanding E 81. 
External debt 220 
Banks'prime lending rate (%) 2/ : Be 
General Consumers’ Price Index(1964=100) 187. 189. 
Hang Seng Consumer Price Index 

(July 73-June 74=100) 104. 105. 


TRADE 

Balance of trade -810. -737. -312.2 

Domestic exports FOB 4,547. 4,632. 2,986.3 
To B.S. 1,473. 1,486. 991.2 
U.S. share (%) 32 32 33 

Re-exports, FOB 1,414. 1,413; 859.4 
To U.S. 102. 132. 83.6 
U.S. share (%) 7 8 9.7 

Imports, CIF 6,772. 6,782. 4,157.9 
From U.S. 917. 802. 485.1 
U.S. share (%) 14 12 17 


Main trade with the U.S. for the first half of 1976 Exports to U.S.(FOB) --Textiles 
and clothing:494; electronic and electrical products and components: 175; plastic 
toys and dolls: 66; plastic flowers: 19; and watches and clocks: 15. Imports from 
U.S.(CIF)--Electronic and electrical products and components: 88; textile fibers 
including raw cotton: 14; diamonds, unset: 48; air conditioners: 8; fruits and 
vegetables; 33; textile fabrics, made-up articles and related products: 21; and 
tobacco products: 24. 
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1/ Notes in circulation plus demand deposits. cm’). 
2/ Yearly average. 





Hong Kong 


SUMMARY 


The recovery that began in the middle of 1975 strengthened through 
the first half of 1976. Growth in Hong Kong's major markets resulted in 
a continuing boom for her exports. Despite modest efforts at diversification 
by the Hong Kong Government, the economy remained highly concentrated in both 
production and external markets. The principal exports remained textiles, 
electronics, and toys, and the major markets continued to be the United States, 
West Germany, and the United Kingdom. Re-exports continued to decline as a 
percentage of total economic activity. Inflation resumed slightly, but 
remained at very low levels. Bank liquidity remained high as the Hong Kong 
dollar slowly but steadily appreciated. The labor market tightened, and wage 
rates rose more rapidly than prices. 


Outlook 


In February, the Financial Secretary predicted a 9% real growth in 
Gross Domestic Product for 1976 and 6% inflation. By September, the 
economic situation had improved faster than expected, and the official estimate 
was raised to 16% real growth with no more than 4% inflation for the year. 
The Hong Kong Government expects exports to increase by 25% in value, tourist 
expenditure by 25%, and net earnings from exports of services by 50%. These 
predictions take into account the probability that the rate of increase will 
be lower in the latter part of the year, reflecting the summer slowdown in the 
American recovery. For 1977, one can expect a respectable, but more normal rate of 
growth in Hong Kong. 





CURRENT ECONOMIC SITUATION AND TRENDS 
The Business Climate - Full Steam Ahead 


By any standard, 1976 promises to be the best year for the Hong Kong 
economy within recent memory. Order books are full, prices are stable, 
most industrial plants are working at capacity, and the budget is back in 
surplus. 


More than almost anywhere else in the world, business conditions in 
Hong Kong depend on exports. In 1975, Hong Kong exported 84% of her Gross 
Domestic Product. Furthermore, these exports were highly concentrated in 
both products and markets. The United States, the Federal Republic of Germany, 
and the United Kingdom purchased 57% of Hong Kong's exports. If we add 
Australia, Canada, and Japan, the figure comes to 70%. Consequently, economic 
conditions in these countries have an overwhelming influence on the level of 
business activity in Hong Kong. 


During the first part of 1976, all of these economies were in a state of 
renewed growth. Hong Kong, because it had experienced no inflation since mid-1974, 
was able to take full advantage of the rising overseas demand. Hong Kong 
exports maintained and in some cases improved their competitive positions in 
the major markets. 


Confidence in Hong Kong's medium term future remained high despite 
the series of events in the People's Republic of China, culminating in the 


death of Mao and the purge of the Shanghai Four. There was a sharp but 

limited drop in the stock market at the time of the Chairman's death. The 

most impressive evidence of confidence was the earlier oversubscription by the public 
of a ten year maturity $80 million bond issue by the Mass Transit Railway 

Corporation to cover part of the cost of construction of Hong Kong's subway 

system, to be completed in the 1980's. 


Domestic Exports 


The recovery in domestic exports which started in the second half of 
1975 strengthened in the first half of 1976. Total exports increased by 47% - 
those to the United States by 69.5% - over the same period of 1975. In volume 
terms, they went up by 40%. 


The product mix remained highly concentrated. Although textiles are 
subject to import restraints in all of Hong Kong's major markets, they 
represented 56% of all exports in the first half of 1976; up from 50% in 
recent years. Clothing alone accounted for 46%. The other 10% consisted 
of fabrics, yarn and thread, and made-ups. While textiles continued to 
maintain its dominant position among Hong Kong Products, there has been a 
substantial shift away from fabrics to clothing, and from lower priced to 
higher priced products. This is partly the result of Hong Kong's bilateral 
textile quota agreements which limit exports by yardage and not value, thereby 
encouraging a shift to higher priced goods, and partly a function of the 
increasing sophistication of Hong Kong industry as it abandons the lower 





end of the line to its lower labor cost competitors such as Taiwan and 
Korea. 


During the same period plastic toys, dolls, and flowers and imitation 
jewelry amounted to 6% of total exports; electrical machinery, apparatus and 
appliances amounted to 12%; and scientific and controlling instruments, 


photographic and optical goods, watches and clocks were 4%. In other 
words, fully 78% of all of Hong Kong's exports are concentrated in only 


four categories - all light manufacturing. 


Reexports increased by 33% over the first half of 1975. However, their 

share, in percentage terms, of total exports continued to decline (from 

25% to 22%). The destinations were Japan (18%), Singapore (10%), the U.S. 
(10%), Taiwan (9%), and many other countries. Significantly, of all communist 
countries, those that received the largest amount of Hong Kong reexports 

were North Vietnam and China, and they received only 1% each. 


The products reexported were also widely diversified, including textile 
yarn, unset diamonds, precious and semi-precious stones, scientific 
instruments, machinery, chemicals, food and live animals, and raw materials. 


The main sources of reexports continued to be China, Japan and the U.S., 
supplying 27%, 15%, and 13% respectively of the reexport total. 


Imports were 36% greater in the first 6 months of 1976 than in the 
same period of 1975. The main suppliers were Japan (22%) for textile 


yarn and fabrics, machinery and appliances, scientific instruments, 

watches, transport equipment, steel, plastic materials, and paper; 

China (18%) for food, petroleum products and textile yarn and fabric; and 
the United States (12%) for machinery, fruits and vegetables, unset diamonds, 
plastic materials, tobacco, textile yarn and fabric and raw cotton. 


The increase in imports was mainly attributable to a very high increase 
in demand for raw materials for production to satisfy the increase in export 
demand. Hong Kong remained highly dependent on the PRC, importing a large 
portion of its food needs, about 13% of its consumption of petroleum products, 
and about 22% of its water from China. As a result the PRC earned approximately 
$1.5 billion in foreign exchange from Hong Kong, including remittances, tourism, 
investments, etc. in 1975. Trade with other communist countries is negligible. 


Tourism. During the first half of 1976, a total of 745,000 tourists 
visited Hong Kong. This was the highest figure ever recorded for a continuous 
six month period and represented an increase of 22% over the number of incoming 
tourists in the first half of 1975. Japan was, by far, the source of the 
greatest number of tourists with 30% during that period. 15% came from the 
U.S. and 9% from Australia. Hong Kong continued as the best Visit USA market 
after Japan in the Asian Pacific Market, with a 51 percent increase in Hong 
Kong residents visiting the US on vacation or other temporary visits during 
the first eight months of 1976 (as compared to the same period in 1975). 





Consumer Prices continued to show very moderate increases in 1976. The 
Hang Seng Consumer Price Index rose 3.8% from the first half of 1975 

to the first half of 1976. The Hong Kong Government has predicted it will 
rise no more than 4% for the entire year. 


As Hong Kong imposes almost no customs duties or restrictions on 
imports, prices in Hong Kong are mainly determined by world prices. The 
stability of prices experienced throughout 1975 and the first half of 
1976 is mainly attributable to the fact that import prices of food declined 
by 5.6% in 1975 and remained stable in 1976. Also, the prices of imported 
raw materials declined by 13% in 1975 and remained steady in the first part 
of 1976, although there were large increases in a few important ones such as 
raw cotton, cotton yarn and man-made fiber yarn and fabric. Fuel prices 
also increased by 11% over the first quarter of 1975. 


Wage Rates and Employment. There was a tightening of the labor market in late 
1975 and in 1976, consistent with the recovery trend in the trade statistics. 
Employers, especially in manufacturing, found it difficult to fill jobs with 
qualified workers. As a result, the Hong Kong Government's New Index of Average 
Daily Wages was up 12.6% while individual manufacturers in such key industries 
as toys, reported paying increased wages by as much as 30% and 40% for both 
skilled and unskilled labor. 


Banking and Finance 


Although the number of licensed banks in Hong Kong remained fixed at 
74, there has been continued expansion of the number of branches. A total 
of 27 new branches were opened during the first nine months of 1976, to a 
new total of 730. Expansion of branches was most active in the New Territories. 
In addition, a leading Chicago bank purchased a majority interest in an existing 
small local Anerican-owned bank. 


During the first half of 1976, the Hong Kong banking system remained very 
liquid. The average liquidity ratio ranged between 48 and 50 percent. Loan 
demand was slack and interest rates were low and declining. At the end of June 
1976, the prime loan rate was 6 1/2 per cent; the interbank call rate was 1 
per cent, and the savings deposit rate was 2 1/2 per cent. 


High liquidity in Hong Kong banks is attributed by most observers 
to a combination of (1) the favorable trend in Hong Kong's trade balance, 
(2) continued inflow of short-term capital to Hong Kong from countries in 
Asia that are experiencing political turbulence and uncertainty, and (3) a 
cautious attitude on the part of Hong Kong businessmen toward new capital 
investment, pending clearer indications of economic trends in the U.S. and other 
major markets. 


Agercgat> data on bank assets and liabilities published by the Hong Kong 
Government show that Hong Kong's importance as e center for international lending 
is increasing. Total deposits increased from $/.2 billion at the end of 1975 
to $7.9 billion at June 30, 1976, or »°.7 per cent, while loans abroad 
increased during the same period from ‘$2.0 billion to $2.5 billion, or 25 
per cent. Loans abroad have more than doubled since the end of 1974, and have 
increased more than ten-fold since the end of 1972. This rapid expansion 
reflects Hong Kong's favorable tax treatment of offshore deposits and loans. 





In April 1976, the Hong Kong Government passed a new Deposit-taking 
Companies ordinance, designed to register and provide some rules for the 
many "financial companies" that do not have full banking licenses. By 
September 1976, 172 such companies had been registered with the Banking 
Commission. Aggregate data on their operations are not yet available, but a 
number of them are large institutions, and their operations add substantially 
to the importance of Hong Kong as a financial center. 


Money Supply 


Money supply has expanded with the revival of trade. From January 
through July, money supply (M, - currency plus demand deposits) rose by 
5.1 per cent, while M, , the broader definition including savings and 
time deposits, rose by 10.5 per cent. These rates of increase are similar 
to those experienced in 1975. 


Stock Markets 


Hong Kong's four stock exchanges have recorded generally higher prices 
in 1976 than in the depressed period of 1974-75, after the boom and bust of 
1973. The widely-followed Hang Seng index, averaged 300.51 in 1975. In 1976, it 
has moved in a range generally around 400, with monthly averages as high as 
455.78 in March and as low as 401.95 in May. The death of Chairman Mao 
sent the average down for a few days in September, but recovery was rapid. 


Volume of transactions has been considerably higher in 1976 than in 
1974-75, but is still far below the feverish rate of 1973. Total turnover 
was $9.7 billion in 1973, $2.3 billion in 1974, $2.1 billion in 1975, and 
$1.8 billion in the first six months of 1976. 


Foreign Investment 


Data on foreign investment are incomplete, chiefly because of freedom 
from the sort of Government controls that normally generate statistics. The 
Hong Kong Government offers no special inducements to foreign investment and 
requires no special licenses. In general, foreign investment plays a relatively 
small role . Ilostof Hong Kong's capital requirements are locally met, and, 
in fact, Hong Kong is a significant source of investment in other countries. 
Also, the number of large individual foreign investments is small, and since 
one or ‘two major ones can dominate the year in which they take place, trends 
are difficult to discern. 


To the extent that there is evidence, it appears that foreign investment has 
continued coming into Hong Kong throughout the recession period without major 
cutbacks. During the first six months of 1976, new investments in manufacturing 
industry totalling $15.5 million were identified by the Hong Kong Government, 
to a new total of $339 million. Of the new total, $175 million, or 48 per cent, 
is American. The largest U.S. manufacturing investments are in electronics 
and chemicals. There are several substantial U.S. investments outside the 
manufacturing sector - in electrical power generation, housing, banking, and 
other services. The total is unknown, but may approach that for manufacturing. 





IMPLICATIONS FOR THE UNITED STATES 


Trade Prospects 


Despite its limitations of size and area, Hong Kong's total trade 
($12.8 billion) is greater than that of the Republic of China ($11 billion) 
and almost as much as that of the People's Republic of China ($14 billion). 
Hong Kong imported almost $7 billion worth of goods in 1975, and expects its 
trade to grow by about 25% in 1976. It is a free and non-discriminatory market 
with no trade restrictions or tariffs on any but a few products. Consequently, 
the sales will go to the most competitive suppliers. 


The American Consulate General and the American Chamber of Commerce 
are planning another American Fortnight for March 1978. . Current plans 
include two major exhibitions, in-store promotions of consumer goods, and 
accompanying cultural and entertainment events. Judging from results of the 
American Fortnights in 1973 and 1975, this will be an excellent opportunity 
for the promotion of American exports to Hong Kong. 


Now that government revenues have returned to high levels and the threat 
of another budget deficit has receded, there will be a speed-up in implementing 
public works programs, especially large scale housing construction. This 
should improve the market for engineering and design services as well as 


building materials, fixtures and appliances. And prospects for exporters also 
include cotton, fruits and vegetables, poultry, wheat, and raw materials and 


machinery related to the manufacture of textiles, electronics, toys, and 


scientific instruments and watches. With its rising real income, Hong Kong is 
a rapidly growing market for consumer goods, such as air-conditioners, household 


furnishings and, despite its domestic textile industry, high fashion clothing _ 
and sportswear. 


Foreign Investment 


The climate for investment has remained extremely favorable in most respects. 
Freedom from Government controls, relatively low taxes, a highly skilled and 
productive labor force, and the central location of Hong Kong with respect to 
Asian markets are strong inducements. High cost of land and the small size of 
the local market limit the types of industry that are attracted. 


The death of Chairman Mao and Premier Chou En-Lai gave rise, as expected, 
to a leadership struggle in the People'sRepublic of China. This struggle seems to 
have been resolved by the purge of a radical faction and, the appointment of a 
new Chairman, Hua Kuo-feng who is expected to pursue relatively pragmatic economic 
policies. Consequently, the current perception in Hong Kong is that the present 
balance of interests between the PRC and the United Kingdom will continue to preserve 
Hong Kong's status well into the future. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 
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